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Abstract 
The aim of the paper is to analyze tax burden of enterprises in the Czech Republic with the focus on small sawmill enterprises. 
The analysis covered selected tax payers in the Brno-Country District the Classification of Economic Activities of which was 
CZ-NACE 16.1, i.e. the Sawmilling and planing of wood. Subjects of the tax analysis were 4 entities the legal form of which was 
the self-employed person and which were payers of value added tax. One of the entities kept accounts, the other entities kept tax 
records. The authors analyzed the entities´ financial statements and tax returns and compared selected indicators. The paper 
presents the results of a survey conducted in 2013 by the researchers from the Department of Forest and Wood Products 
Economics and Policy. For data-protection reasons, no detailed information on selected subjects is presented. The purpose of the 
paper is to point out to two major problems identified by the research on tax burden of enterprises operating in the wood-
processing industry. One of the problems is an inadequate and outdated database of wood-processing enterprises. The second 
problem is weaknesses in the tax-subjects´ accounting systems that lead to incorrect determinations of tax liabilities. 
© 2016 The Authors. Published by Elsevier B.V. 
Peer-review under responsibility of the Organizing Committee of BEM2015. 
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1. Introduction 
Small and medium-sized enterprises play a very important role in the market economy. This is primarily due to 
their number, the fact that they employ a large share of the population, and the fact that they bring innovations and 
regional development.  The importance and function of small and medium-sized enterprises in the market economy 
was defined by e.g. Pearce (1992); Danson (1996); Veber (1999); Mugler (2001). An American researcher Birch 
defined the scientific basis of interrelation between small businesses and employment (see Schmidt, 1996). Sujová 
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(2013); Sujová and Marcineková (2015); Sujová (2011) deal with performance evaluation and modern methods of 
management of timber enterprises. According to the Classification of Economic Activities, timber production falls 
into the CZ-NACE 16.1 – Sawmilling and planing of wood category. In the Czech Republic, sawmill wood 
processing belongs to the sectors with the longest tradition (Kupčák, 2002). Definitions and importance of small and 
medium-sized sawmill enterprises are provided, for example, in publications of Zimhelt (2000); Casson (1999); 
Friess (2006). Analyses of small and medium-sized sawmill companies in the Czech Republic were performed, for 
example, by Pražan, Příkaský (2007); Pražan (2010); Bomba, Böm, Šedivka (2010).  
The concept of entrepreneur is defined in Sec. 420 of the Civil Code (NCC). According to this section, 
entrepreneur is an independent self-employed natural or legal person who consistently carries out economic 
activities. An entrepreneur is considered each person registered in the Commercial Register or doing business under 
the trade license (Sec. 421 NCC). This paper focuses on two legal forms of business entities – self-employed persons 
and "business corporations" (companies and cooperatives) operating pursuant to Act No. 90/2012 Coll., On business 
corporations. Self-employed persons must perform their activities in accordance with NCC, Act No. 455/1991 Coll., 
On trades (Trade Act – TA), or Act No. 252/1997 Coll., On agriculture. In the case of CZ-NACE 16.1, the majority 
of the self-employed entities do their business in accordance with TA. Business activities within the CZ-NACE 16.1 
category are considered as free declared trades (see TA).  
Tax system in the Czech Republic comprises of direct and indirect taxes. Each business entity is subject to 
taxation in the form of the corporate or personal income tax. Both these taxes are direct taxes. Other direct taxes the 
entities may be subject to include road tax, tax on real property, etc. As for indirect taxes, the most important one is 
the value added tax the payer of which compulsorily become the subjects that reach the criteria defined in Act No. 
235/2004 Coll., On value added tax. Business entities may also voluntarily become value added tax payers. 
The paper includes tax analysis of selected small sawmill companies in the Czech Republic. The aim was to 
identify the current statutes of publicly available databases of enterprises engaged in wood-processing and to gather 
economic and financial information which would show whether these enterprises meet regulatory requirements and 
correctly calculate their tax obligations. 
2. Material and Methods 
The paper presents information from a survey conducted at the Institute of Forest and Wood Products Economics 
and Policy within works on a thesis (Nykodym, 2013). 
Authors of the paper defined two research hypotheses in order to confirm or reject the results of the research: 
x H1: The current databases of wood-processing enterprises do not provide relevant information on small 
sawmilling enterprises 
x H2: Small sawmilling enterprises do not fulfil their tax obligations properly 
The comparison of the current databases was performed by the use of 2 selected databases. It was the database of 
the Czech Statistical Office (CSO, 2015a) the data of which were valid to 17 March 2015 and the Albertina database 
kept by Bisnode Czech Republic, a. s. in the state valid to 15 April 2015 (Albertina, 2015). The entities to be the 
subject of tax analysis were selected according to CZ-NACE 16.1 codes by the use the Administrative Business 
Register (ARES) for the Brno-Country district. The entities were then divided according to their legal forms and the 
authors examined whether the entities performed entrepreneurial activities described by code CZ-NACE 16.1, i.e. 
sawmilling. The classification was verified on the companies´ websites or via telephone. In order to get a shorter list, 
the authors took into account the fact whether the entity was a value added tax (VAT) payer, since it can be assumed 
that such subjects achieve higher incomes. This does not have to be necessarily true since it is possible to become a 
voluntary VAT payer (pursuant to Sec. 94a of Act on Value Added Tax). The reason for narrowing the number of 
companies was to select the subjects with similar criteria (revenue, number of employees, etc.) and, at the same time, 
different tax obligations. The authors chose 4 subjects for the subsequent analysis. These entities have been 
subjected to economic and fiscal analysis. Data for the economic analysis was obtained from financial statements 
and tax returns. Since this is sensitive information that has been obtained in cooperation with tax authorities and are 
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not publicly available, the authors are not going to provide any information that could be used for identification of 
the selected subjects. The data were collected for the years 2010 – 2012. 
Brno-Country district lies in the South-Moravia Region, which covers an area of 1,498.95 km2 and the population 
of which is 213,149 people. The district includes 187 self-governing units, 13 of which have the status of city and 11 
the status of township. The rest are village. For more about Brno-Country district see Czech Statistical Office (CSO, 
2015b). 
3. Results and Discussion  
 In the Czech Republic there are thousands of economic subjects that can select several fields of activity to be 
classified into. Although they actually do not perform these activities, from a statistical point of view they belong to 
the relevant fields. This is one of the reason of deficiencies in the existing databases of companies. The Hypothesis 
no. 1 can be easily proved by comparison of the selected databases. The difference in the number of companies 
included in the CSO database and Albertina (the predominant economic activity of which is CZ-NACE 16.1) is 
shown in Figure 1 
Fig. 1. The legal form of entrepreneurial subjects in CZ-NACE 16.1 in the Czech Republic. 
Source: CSO, 2015; Albertina, 2015 
According to the CSO database, there were 1,868 companies engaged in sawmilling and planning of wood in the 
Czech Republic, while according to Albertina there were 2,398 of these companies. The biggest differences were in 
natural domestic persons (the difference of 290 subjects) and limited liability companies (212 subjects). There were 
various reasons for the differences. For example, the CSO database does not include a state enterprise 
(Jihomoravské dřevařské závody – South Moravian Timber Plants) which was founded in 1988 and which is in 
bankruptcy now. On the contrary, Albertina includes this company. The author decided to use the CSO database 
since CSO is an independent institution and thus it is more likely to present relevant data. According to the CSO 
database (2015a) the number of sawmilling has been decreasing in recent years, as illustrated in Table 1. 
     Table 1. The number of enterprises in CZ-NACE 16.1 in the Czech Republic. 
Year 2005 2006 2007 2008 2009 2010 2011 2012 2013 2015 
Number of enterprises 2,363 2,409 2,449 2,265 2,328 2,322 2,273 2,071 1,759* 1,867 
*Estimation of the Ministry of Industry and Trade  
Source: Czech Statistical Office, 2015a; Ministry of Industry and Trade, 2014 
 
 The predominant legal form of companies classified in CZ-NACE 16.1 in the Czech Republic was private 
businesses of self-employed persons (called individual entrepreneur). Figure 2 shows the percentage of enterprises in 
the Czech Republic in 2015 according to their legal forms. The largest part of these companies is individuals doing 
business under the trade license. In CZ-NACE 16.1 there were 66.3% of these subjects. The second are private 
limited companies with a share of 28.5%. Other legal forms include public company, limited partnership, foreign 
individuals, branch of a foreign legal entity, and association of legal entities. 
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Fig. 2. The legal form of entrepreneurial subjects in CZ-NACE 16.1 in the Czech Republic. 
Source: CSO, 2015a 
There are 3 financial authorities in the Brno-Country district. In 2015, the ARES database (2015) registered a 
total of 75 business entities. Their distribution according to legal forms is shown in Figure 3. 
Fig. 3. The legal form of entrepreneurial subjects in CZ-NACE 16.1 in the Brno-Country district. 
Source: ARES, 2015 
The tax analysis of selected subjects in the Brno-Country district was performed in 2013. In this year, ARES 
(2013) included 57 business entities seated in the Brno-Country district that had a trade license to perform business 
activities classified as CZ-NACE 16.1. From 2013 to 2015 the number of entities included in ARES database 
increased by 18 subjects, i.e. by 31.6%. In 2013, the total of 57 businesses consisted of 29 subjects belonging to the 
category of “self-employed” individuals and 28 were commercial enterprises (today they are called “business 
corporations”). The authors also investigated whether the self-employed persons really carried out sawmilling 
activities and whether they were VAT payers. From a total of 29 self-employed persons there were only ten that 
were really engaged in sawmilling and planning of wood, which is 34.5% of the total number of entities. From these 
entities there were 4 VAT payers.  
Table 2 lists the characteristics of the selected subjects. 
     Table 2. Characteristics of selected entrepreneurs in sawmilling. 
Taxpayer 1. 2. 3. 4. 
Year of establishment 1992 2003 1994 1990 
Legal form Individual entrepreneur Individual entrepreneur Individual entrepreneur Agricultural entrepreneur 
Entry in the companies register yes No no no 
Number of employees 1 - 5  0 0 1 - 5 
Other trade license yes No yes yes 
Year of VAT registration 1993 2004 1994 1994 
Type of VAT registration voluntary voluntary voluntary voluntary 
Accountancy system double entry book-keeping single entry book-keeping single entry book-keeping single entry book-keeping 
Source: ARES, 2013; own processing  
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All entities listed in the table were registered as active ones in ARES in 2015. In each subject the authors 
analysed value added tax, income tax and other economic data. Table 3 includes information on value added tax for 
all subjects. 
Table 3. Overview of taxable and received transactions of the analyzed subjects. 
Subject Subject 1 Subject 2 Subject 3 Subject 4 
Tax period 2010 2010 2011 2012 2010 2011 2012 2010 2011 2012 
Tax liability 208,331 11,586 19,532 20,713 13,9429 76,801 631,832 12,801 11,453 28,584 
Excessive deduction 0 0 0 0 0 551 38,618 3,278 1,659 600 
Input tax 156,4855 153,960 241,824 144,300 557,202 477,531 784,550 56,541 12,000 28,584 
Output tax 1,356,524 142,374 222,282 123,587 425,077 401,281 461,336 47,018 2,206 600 
Taxable transactions 7,833,325 807,275 1,128,538 713,754 2,786,012 2,387,652 3,963,432 282,699 60,000 142,920 
Exempt transactions 0 0 0 0 0 0 0 0 0 0 
Received transactions 6,786,218 711,867 1,145,803 632,596 2,087,995 2,006,328 2,313,542 235,089 11,029 3,000 
Coefficient* 1.1543 1.134 0.9849 1.1283 1.3343 1.1900 1.7131 1.2025 5.4402 47.6400 
*Coefficient of the share of taxable and received transactions 
Source: data from tax returns; own processing 
 
The tax subject no. 1 is a natural person registered in the Commercial Register and is the only one of the analysed 
persons that keeps accounts. The authors managed to obtained data of this company only for the year 2010. It was 
not possible to perform the analysis for 2011 and 2012. According to the table, the proportion of VAT-taxable 
supplies was 1.1543, which means that the self-employed entrepreneur sold all the goods and services with a margin 
of 15% in 2010. The profit and loss account shows that in 2010 the entrepreneur earned CZK 953,000 while the total 
cost of sales was CZK 904,000. The margin thus amounted to CZK 49,000. Revenues from services amounted to 
CZK 7,083,000 and the costs of these services were CZK 5,525,000. The difference is the added value in the amount 
of CZK 1,607,000. The total revenues taxable by the income tax were CZK 8,036,000.  Comparison with the 
realised taxable supplies showed that the taxable supplies were lower than the reported earnings by CZK 202,675. 
The tax subject no. 1 is a corporate income tax payer. In 2010, the subject reported a loss of CZK 2,675. The total 
taxable supplies and the total revenues realised by this entity were not identical. We can assume that the entity does 
not include all of their income into taxable transactions. The more detailed analysis of financial statements also 
indicated that the entity had high personal costs (in 2010 the entity had 5 employees in total) and a high on-hand 
inventory (almost CZK 890,000) and receivables (about CZK 300,000).  In 2010, the subject had high liabilities in 
the form of short-term liabilities (about CZK 300,000) and bank loans (about CZK 450,000), CZK), which they 
probably offset by evading the value added tax on taxable supplies and illegitimate VAT deductions on the received 
taxable supplies. A more detailed analysis could be performed only only by the use of accounting and tax 
documents. 
Subjects no. 2, 3, 4 keep single-entry book-keeping. They are personal income tax payers and voluntary VAT 
payers. Data on their incomes, expenditures and tax bases are shown in Table 4. 
Table 4. Personal income tax for tax periods 2010 and 2011. 
Subject Subject 2 Subject 3 Subject 4 
Tax period 2010 2011 2010 2011 2010 2011 
Incomes 902,640 1,315,032 2,734,441 1,720,727 805,614 267,976 
Expenditures 750,739 1,188,628 2,076,727 1,373,850 609,243 170,315 
Tax base 151,901 126,404 657,714 346,877 196,371 97,661 
Source: data from tax returns; own processing 
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The tax subject no. 2 is a very small natural person engaged in wood-processing with a very low economic 
activity. The proportion of taxable supplies effected and received in 2010 was 1.1340 (i.e. the margin was 13.4%). 
The tax base was CZK 95,405.  In 2011, the entity purchased a higher amount of goods and the proportion of 
effected and received taxable supplies got to negative values with the margin of -1.51%. The tax base amounted to 
CZK 17,265. In 2012, the margin reached 12.83% and the tax base was 81,158 CZK. The company´s performance 
was decreasing between 2010 and 2012 while 2011 was a crisis year. In terms of comparison of VAT and income 
tax for the 2010, the tax subject no. 2 showed a difference between the effected taxable supplies and incomes (see 
Table 4) in the amount of CZK 95,365, which represents a value that was not included in the effected taxable 
supplies. This difference was probably caused by different views of Income Tax Act and Value Added Tax Act on 
receivables.  Value added tax is levied on the day of the taxable supply but the income tax is included in income 
after the payment, which was also the case of the subject no. 2. As for taxable supplies received and expenses 
affecting the tax base, the situation is similar, there is a difference of about CZK 39,000 in favour of expenditures. 
There may be various reasons for this, for example settling of obligations from previous years, receipt of invoice 
from a non-VAT payer, etc. In 2011 the subject´s taxable supplies and incomes differed by CZK 186,949. According 
to the available information, the difference cannot be explained by payment of receivables from previous years, as 
the statement of assets does not include such payments. We can only speculate about the explanation – perhaps the 
reason were some exempt taxable supplies. There is a difference between the reported received taxable supplies and 
expenditures in the amount of CZK 42,825. However, this difference is yet to be corrected by commitments from 
2010 and depreciation of tangible assets. After the correction, the difference amounted to CZK 55,651 which can be 
explained by the depreciation for the year 2011. 
The tax subject no. 3 is also a natural person. According to the values in Tables 3 and 4 it is clear that this is a 
subject with higher turnover and therefore a bigger economic base. According to tax returns for the period 2010 to 
2012, there was a significant slump in 2011. In 2010, the tax subject achieved a high margin of 33.43%. In 2011, the 
margin rapidly decreased to 19%. The year 2012 was very positive for the company since there was an enormous 
increase in the value of the margin to 71.31%. This increase was due to a big contract. During the analysed period 
the entity´s performance had an upward trend, probably thanks to a good investment in 2011. In 2010, the subject´s 
taxable supplies and taxable incomes differed by CZK 51,571 in favour of VAT. The difference can be explained by 
the value of outstanding receivables. Expenditures and taxable supplies differed only marginally – by CZK 11,268 in 
favour of VAT. This difference cannot be explained from the data available. In this entity, however, there was a 
problem in reported expenditures. In 2010, the subject reported an increase in fixed assets by CZK 814,530, which 
shall affect VAT only and not spendings so one would expect a big difference between the spending on income tax 
and received taxable supplies, however, the values are almost identical (2,076,727 vs 2,087,995). Since this fact 
cannot be explained neither by wages (zero in 2010), nor by paid liabilities (no liabilities were paid in 2010 in 
comparison with 2009), we can assume that the entity illegitimately claimed expenses on securing and maintaining 
income. There were also some issues in the calculation of tax liability in 2011 as the entity did not include all sales 
in the taxable incomes. After correcting the difference between the received taxable supplies and taxable incomes by 
the amount of the receivables paid amounted to CZK 761,926. This difference could be explained by the amount of 
wages, but the subject did not have any employees. Thus, the difference cannot be explained from the available data. 
The tax subject no. 4 is a natural person engaged in wood-processing. Since its economic activity was decreasing 
during the analysed period, we can assume that this subject is nearing the end of its activities. During 2010 there was 
a slump in the taxable supplies effected by the entity and the entity actually did not perform any activities. Only the 
end of 2010 it probably sold some of its property or stocks. The received taxable supplies had likely the form of 
fixed costs such as energy, rent, etc., which each subject has to pay even if it has no incomes. A similar situation 
occurred in 2011 when the entity again primarily claimed received taxable supplies in the form of fixed costs. The 
coefficient of share of performed and received supplies seems to be realistic because there were other sales of assets 
and inventories during the year. In 2012, there was already an apparent elimination of fixed costs (terminated lease 
agreements, lower energy charges) due to the sale of the remaining assets. The termination of activities is indicated 
also by the coefficient of performed and received taxable supplies, the value of which was 47.6400. In 2010 the 
subject reported a large difference between the effected taxable supplies and taxable income in the amount of CZK 
522,915. The difference can be explained by a reduction in the value of tangible assets, i.e. by selling of machinery 
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and equipment and paying receivables from previous years. The resulting difference after the correction was CZK 
315,968. This value suggests that the taxpayer either evaded the tax or distorted the value of assets, for example by 
selling assets including VAT. Even after commencing of further reductions the subject reported a negative value to 
be included in the individual income tax. A big difference that cannot be explained from the available was between 
received taxable supplies and taxable expenses. These were probably expenditures that could not be deducted. In 
2011, there was a significant difference again between the effected taxable supplies and revenues in the amount of 
CZK 207,976. However, this difference can be explained – it is a difference between the value of paid receivables 
from previous years and the balance of receivables in the current year. The difference between the received taxable 
supplies and expenditures in the amount of CZK 159,286 can be explained by the value of depreciation of tangible 
assets. 
Thus the second hypothesis has been confirmed – sawmilling companies really do not properly fulfil their tax 
obligations. According to the tax authority, the analysed subjects are not exceptions in terms of drawbacks in tax 
obligation fulfilment as an accounting or tax deficiency could be found in almost all taxpayers in the Czech 
Republic. There are two reasons for these issues – intentional and unintentional interferences in tax obligations. For 
example Lichnovský (2013) states that each year the European Union loses 170 billion of pounds per year only due 
to one type of fraud on value added tax (benefits related to the deductibility of VAT or refusal or failure to pay tax 
obligations). This amount is approximately five times higher than revenues of the state budget of the Czech 
Republic. Tax evasion and fraud (especially the deliberate ones) were dealt with, for example, by Bafaloutas et al. 
(2015); Kamarudin et al. (2012). In the case of the analysed entities we can only speculate to what extent the 
deficiencies were deliberate. Mistakes in the tax returns and tax payments can be prevented only by a rigorous 
financial control.  
According to the document issued annually by Financial Administration of the Czech Republic – Information on 
Activities of Financial Administration of the Czech Republic, the number of inspections by the Financial 
Administration rapidly decreased by more than 65% over the last 10 years,  as shown in Table 5. 
Table 5. The results of tax checks in the period 2005 – 2014. 
Year Number of subjects (thous.) Number of checks (thous.) 
Additionally assessed taxes 
in billion CZK share of GDP (‰) 
2005 n/a 105 3.9 1.30 
2010 n/a 70 8.2 2.07 
2011 8,075 47 6.7 1.67 
2012 8,407 42 8.4 2.08 
2013 8,544 34 8.2 2.01 
2014 8,171 37 9.6 2.25 
Source: Information on Activities of Financial Administration of the Czech Republic (2005; 2010 – 2014); own processing 
 
Since 2010, there has been a growth in the value of additionally assessed taxes. Only in 2011 there was a decline 
of about 18%. The decrease was due to the transition to a new procedural rule – Act No. 280/2009 Coll., The Tax 
Code, but also steps taken by the tax administrator. In cases when the tax inspection showed deficiencies in one tax 
and one tax period that had an impact on the next tax period or another tax, the tax inspection has not been extended 
to this period or another tax.  
4. Conclusion 
This paper is a case study focusing on tax analysis of selected subjects in the Brno-Country district. The aim of 
the paper was to point out two fundamental problems related to economic analyses of enterprises not only in the 
wood-processing industry. The first problem is the insufficient database of these enterprises which currently does not 
provide relevant information on the number and financial situation of individual business entities. The second 
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problem is the non-fulfilment of legal requirements for determining tax liability. There are two reasons for the 
shortcomings in the fulfilment of tax obligations. In the first case, subjects keep records of their economic activity in 
good faith, but they not react to changes in the tax system fast enough and thus commit formal errors. In the second 
case, subjects deliberately distort their tax obligations and try to optimise their tax liabilities in an illegal way.  
This paper shall serve as a draft methodical approach to assessing tax liabilities of enterprises engaged in 
sawmilling. This draft methodology shall bring theoretical benefits, especially to the sphere of economic analysis. 
From a practical point of view, the results are beneficial especially for small sawmilling companies that can improve 
their shortcomings in the fulfilment of obligations towards the state.  
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